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LETTERS OF TRANSMITTAL

May 23; 19772
To the Members of the Joint Economic Committee:

Transmitted herewith is the 12th volume of the Joint Economic
Committee study series entitled “U.S. Economic Growth From 1976
to 1986: Prospects, Problems, and Patterns.” This series of over 40
studies forms an important part of the Joint Economic Committee’s
30th anniversary study series, which was undertaken to provide
insight to the Members of Congress and to the public at large on the
important subject of full employment and economic growth. The
Employment Act of 1946, which established the Joint Economic
Committee, requires that the committee make reports and recom-
mendations to the Congress on the subject of maximizing employment,
production and purchasing power.

Volume 12 is the one in the series which extends the horizon of
future economic growth considerations into the international arena.
The focus is on the interrelationships between economic growth rates
in the United States and those of other countries as well as on the
increasingly important role of multinationals. The authors of the
three studies are Prof. Irma Adelman, Prof. Dennis C. Pirages, and
Prof. Ronald E. Miiller. The committee is indebted to these authors for
their fine contributions which we hope will serve to stimulate interest
and discussion among economists, policymakers and the general
public, and thereby to improvement in public policy formulation.

The views expressed are tgose of the authors and do not necessarily
represent the views of the committee members or committee staff

Sincerely,
Ricearp BoLLiNG,
Chairman, Joint Economic Committee

May 18; 1977}
Hon. Ricuarp Borring,
Chairman, Joint Economic Commattee,
U.S. Congress, Washington, D.C.

Dear MR. CHalrRMAN: Transmitted herewith are three studies
entitled “Interaction of U.S. and Foreign Economic Growth Rates
and Patterns” by Prof. Irma Adelman, ‘“U.S. Growth Policy and the
International Economy’ by Prof. Dennis C. Pirages, and ‘“National
Economic Growth and Stabilization Policy in the Age of Multinational
Corporations: The Challenge of Our Postmarket Economy” by
Prof. Ronald E. Miiller. These three studies comprise volume 12 of
the Joint Economic Committee’s study series, “U.S. Economic Growth
From 1976 to 1986: Prospects, Problems, and Patterns.” This series
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forms a substantial part of the Joint Economic Committee’s 30th
anniversary study series.

The papers presented in this study document the increasing inter-
dependence of the American economy not only with the economies of
other industrial nations but also with the developing nations. Accord-
ing to Professor Adelman, a higher rate of growth in the United States
would contribute to the growth of developing nations by providing
export markets in a world economic climate more conducive to in-
ternal development and economic restructuring. On the contrary,
Professor Pirages states that only a small number of countries would
be severely affected by ‘changes in U.S. economic growth rates or
patterns. Conversely, there are few countries whose economic policies
could significantly retard growth in the United States, with the ex-
ception of the OPEC nations.

On another topic, Professor Miiller maintains that the U.S. economy
has been structurally transformed since World War II so that the
generally accepted “Keynesian-based” view of our economy is now
inadequate and obsolete. As a result of increasing global inter-
dependence, our major institutions of production and finance are
multinational as well as multi-industry conglomerates which must
operate as oligopolies. Hence, current policy and the theory it is based
on will have to be strongly modified and supplemented with new
approaches.

Dr. Robert D. Hamrin of the committee staff is responsible for the
planning and compilation of this study series with suggestions from
other members of the staff. The administrative assistance of Christal
Blakely of the committee staff is also appreciated.

The views expressed are those of the authors and do not necessarily
represent the views of the members of the committee or the com-
mittee staff.

Sincerely,
Joun R. StArk,
Ezecutive Director, Joint Economic Committee.
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INTERACTION OF U.S. AND FOREIGN ECONOMIC
GROWTH RATES AND PATTERNS

By IrmMa ADpELMAN*

SUMMARY

This paper treats three questions—the impact of U.S. economic
growth on the rates and patterns of economic growth in non-OPEC
developing nations, its impact on industrial economies, and the
influence of worldwide economic growth on the United States. With
regard to the first question, arguments are being voiced by policy
makers in developing countries and by liberals in the United States
that we should curb the U.S. rate of economic growth in the interest of
international equity. This paper demonstrates that these arguments
are entirely misguided. In particular, the proponents of curbs on U.S.
growth ignore the effect that a slowdown in the United States would
have on the rate of economic growth and on the alleviation of poverty
in the developing world. Far from benefiting non-OPEC Third World
countries, a reduction in the U.S. economic growth rate would lead to
a disastrous slowdown in those nations, would increase, rather than
reduce, the absolute income gap between the industrial nations and the
developing nations, and would lead to further impoverishment of the
already miserably poor poorest 40 to 60 percent of the population of
the latter. The basic reason for this result is that economic slowdown
in the United States would lead to reduced market opportunities for
the products of the developing nations and therefore to reduced
growth therein. The developing nations would therefore not have the
economic capability to increase their share of world consumption.
In other words, the reduction in U.S. consumption would be trans-
lated into a delay in the consumption of resources by the United
States (and the rest of the world), not into increased consumption
by the world’s poor. A more equitable distribution of world con-
sumption of natural resources can come only as a result of a more
equitable distribution of world income, and cannot be legislated by the
arbitrary reduction of consumption by the wealthy, industrialized
nations.

The impact of U.S. restraint in the consumption of world resources
for economic growth on the growth of industrialized nations is less
clear. While the effects on the markets for the products of the indus-~
trialized nations will be similar to those on the markets for developing
nations’ products, they will be less severe because of the much stronger
internal markets in the developed countries. Further, the pressure on
oil prices of high U.S. demand may drive up fuel prices generally, to the
detriment of the economies of the industrialized nations. Since the

*Professor of economics, University of Maryland.
1)
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Second World War, the general experience has been that worldwide
fluctuations in economic growth start in the United States and spread,
with some time lag, to other industrialized nations. This interdepend-
ence may be expected to continue, even though the developed countries
(except for Japan and Canada) have increasingly been trading much
more with each other rather than the United States. Added to this
traditional interdependence among industrial nations’ growth rates,
which operates through import demand, is the new interdependence
through competition for imported oil. A high U.S. growth rate may be
expected to increase the U.S. share of all world oil imports quite sub-
stantially, even when current programs for increased utilization of
domestic and nonoil sources of energy are taken into account. There-
fore, in the absence of measures to intensify oil conservation and to
develop alternative sources of energy in the U.S,, if the U.S. adopts a
high-growth strategy the market for oil in the 1980’s is likely to be
characterized by upward pressure on oil prices, recurrent shortages of
crude oil, balance-of-payment crises and, consequently, lower average
growth rates in Europe. Such consequences will, of course, have
political repercussions on NATO as well. It is therefore recommended
that, as part and parcel of the adoption of a high growth strategy in the
United States, the United States intensify its efforts at oil conserva-
tion and substitution.

Because the fraction of U.S. GDP involved in foreign trade is small,
with the market for U.S. products strongly dominated by the domestic
economy, the impact of foreign economic development on the U.S.
economy is small, and it is likely to remain so for the next 20 years or
more. Competition for sales of intermediate and final goods from
foreign industrial nations has increased substantially in the past
decade as a result of reduced technological dynamism in the United
States and increased technological dynamism 1n northern Europe and
Japan. In principle, two responses are possible: Increased U.S.
protectionism or the generation in the United States of an economic
climate conducive to increased investment in new technology. The
latter course is recommended as being superior for the pursuit of our
long-run economic interests as well as for poverty reduction throughout
the world. The aggregate effect on U.S. employment from not protect-
ing it against foreign competition is likely to be small. Special industries
severely hurt by foreign competition may, however, require some form
of readjustment assistance. Xmong measures o create an appropriate
climate for increased technological innovation in the United States, the
reduction of uncertainty with respect to future environmental regula-
tion and the future price of energy, appears considerably more critical
and more promising than do direct subsidies for research and develop-
ment and new investment.

BACKGROUND

During the recent period of post-OPEC slowdown in growth of the
OECD (industrialized) nations, the growth rate of GNP in the de-
veloping world (excluding OPEC) fell from an average of 5.8 percent
in 1967-73 to 5.3 percent in 1974 (estimated), with a projected growth
rate of 1.4 percent for 1975 and an average growth rate of 3.7 percent
for 1974-78. By 1978, in the absence of further major oil price in-
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creases, the non-OPEC growth rate is forecast to return to 5.8 percent.!
Further, a large study by a group of French economists,” based on an
integrated, worldwide, regionalized, mutually consistent extrapolation
of world trade for 1975-80, concludes the following: An average rate
of growth of 4.5 percent for the OECD countries over the 1970-80
decade (with actual 1970-74 results and a simulation for the balance
of the period) would lead to a 10-year average growth rate for the
non-OPEC developing countries (on the same basis) of 5.4 percent.
If the average growth rate of the OECD nations over the decade
were to be lowered to 3.4 percent, the 10-year average growth rate
would fall to 3.7 percent, a significantly larger drop in growth rate
than that of the developed nations. The growth rate decrement would
be only slightly less serious for the nations of black Africa (5.6 percent
to 4.4 percent) than it would be for Southeast Asia (5.1 percent to
3.3 percent) and Latin America (6.6 percent to 4.6 percent).

The apparent correlation of industrialized nations and LDC growth
rates is based on growth rate data over the past 20 years. Thus, in
1955-60, the average real rate of economic growth of the OECD
countries ® was 3.6 percent; in the sixties it increased to 4.9 percent;
it dropped to 3.4 percent in the 1970-74 period. During the same
periods, the average rates of economic growth of non-OPEC develop-
ing countries were 3.9 percent, 5.5 percent, and 6 percent respectively.
While such correlations are crude, and may not be valid for the
1970-74 time period, there are sound theoretical reasons for believing
that there is a significant positive correlation, on the average, between
developed country growth and developing country growth. Such corre-
lations are implicit in virtually all projections of the world economy.

Further, and more important, these correlations are perceived as
real in the less developed world. For example, according to Brendan
Jones,’

Africans agree that there seems to be little prospect for a renewal of develop-
ment in much of the continent until there is a stronger pickup in the economies of
the industrialized countries, particularly the United States. When the prolonged

world recession eases its grip, perhaps things will begin to look up for Africa.
Meanwhile, its poorest countries hope simply to get enough help to stay alive.

Impact oF U.S. Economy oxn LDC GrowTH

In the last 15 years or so, the world economy has become much
more intimately interrelated than ever before, primarily through
increased international trade. Cyclical fluctuations in demand and
in prices originating in one bloc of countries are therefore rapidly
transmitted to other blocs, as can be seen in the rapid development
of the recent worldwide depression. The degree of international inter-
dependence is such that no market economy can afford to shelter
itself effectively from shocks to the international economy.

" The United States itself is becoming steadily more dependent on
the rest of the world. Even though the 1970 U.S. balance of trade
‘constituted only 0.1 percent of U.S. GDP, the share of imports plus

. 1World Economic Indicators, International Bank for Reconstruction and Development (IBRD) report
700/76/04, Apr. 1, 1976. )

2 The International Trade Crisis: Possible Futures for the World Economy in the Period 1975-80, Groupe
Jd’Etudes Prospectives Internationales, Centre Francais du Commerce Exterieur, Paris, 1975.

3 Excluding Greece, Portugal, Turkey, and Spain.

4 Prospects for Developing Countries, [BRD report 802, J uly 8, 1975.

s New York Times, Industrial Economic Survey, Jan. 25, 1976, p. 17.
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exports in GDP rose from about 9 percent in 1951 to about 11 percent
In 1970 and 15 percent in 1974, an absolute increase of $95 billion in
to 1970 and $245 billion to 1974, in constant 1974 dollars.®

The importance of U.S. trade in the international economy can be
seen from the fact that, in 1970, the United States accounted for
about 17 percent of the world’s total commodity imports and 20
Eercent of total world exports. Since changes in U.S. trade can thus

ave an enormous impact on the economies of most other nations,
the United States has a strong moral responsibility to consider seri-
ously the worldwide impact of its growth and trade policies.

The impact of the U.S. rate of growth on the growth rates of other
economies is felt primarily in two distinctly different ways: (¢) A
high rate of U.S. growth enhances U.S. demand for imports generally,
thereby providing a positive impetus to the growth of other econoinies;
(b) a high rate of U.S. growth specifically increases the U.S. demand
for external oil, generating pressures for higher oil prices, international
oil rationing, or both, and depressing the growth prospects of other
countries (except for OPEC). The overall impact of U.S. growth on
};he world economy depends on the net balance between these two
orces.

Under these circumstances, it is useful to examine the geographic
breakdown and the commodity composition of U.S. trade in 1970
(see tables 1 and 2). Trade with developed countries accounts for
about half of U.S. imports and exports, with the non-OPEC develop-
ing countries accounting for about 30 percent; trade with OPEC
nations accounts for most of the balance. With both the industrial
and the non-OPEC developing countries, the U.S. trade balance is
positive, but it is larger with the non-OPEC developing countries.
Given the current structure of U.S. trade and trade barriers, the
overall impact of an increase in the U.S. rate of growth would make
the trade balances of all non-OPEC trading partners more adverse.
This effect would be more serious for the non-OPEC LDC’s than it
would be for the industrialized nations. Further, when the stimulation
of the economies of the other industrialized nations is taken into
account, the trade balance of the LD(C’s would become even more
negative. The compensatory effect of the increased aid to LDC’s in
times of prosperity would generally be insufficient to overcome the
more direct effects of trade on the balance of payments.

TABLE L:—GEOGRAPHIC BREAKDOWN OF U.S. TRADE
[tn percent of total]

Exports tmports
Trading partner 1960 1970 1960 1970
1. Canada. . - iy 19 21 22 27
2.EECY __________ 25 26 22 23
3. Other OECDa_.______ 13 20 14 21
4, Rest of world3_.__ 42 33 41 29

! Includes Belgium/Luxembourg, France, italy, the Netherlands, United Kingdom, and West Germany. .

# Includes Austria, Cyprus, Denmark, Finland, Greece, Israel, Japan, Malta, Norway, Portugal, Spain, Sweden, Switzer-
land, and Yugoslavia. - R

3 [ncludes Australia, New Zealand, OPEC and non-OPEC LDC's, and the Socialist countries.

Source: Computed from U.S. Department of Commerce, Commodity Trade Statistics:

¢ International Financial Statistics, International Monetary Fund, April 1969, April 1976;
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TABLE 2,—COMMODITY COMPOSITION OF U.S. TRADE

[In percent]
Exports {mports
Products 1360 1970 1960 1970
1. Farm._... 22 15 21 9
2. P d food 6 5 13 10
3. Mineral___ 7 7 19 1
4, Manufactured 65 73 48 70

Source: Computed from U.S. Department of Commerce, Commodity Trade Statistics.

For developing countries, however, the balance of payments is less
important than is the flexibility that is associated with a prosperous
world market. Prosperity in the industrialized nations of the world is
generally associated with increased aid to LDC’s and, even more
important, with greater tolerance for unfavorable trade balances.
Under these circumstances, a higher rate of economic growth in the
industrialized nations allows an LDC considerably more latitude in
changing the structure of its domestic production, thereby allowing a
higher long-term growth rate, greater equity in distribution, increased
ability to take advantage of economies of scale in the production of
export goods, or whatever combination of these is desired.

With world prosperity, countries tend to become more “open.” Not
only does the overall volume of world trade increase, but also its share
in world GDP. While this is, in part, a matter of deliberate policy—
protectionism increases with recession—it is more directly a result of
natural relationships between income and price elasticity of imports
and exports. This follows because income elasticities tend to dominate
price elasticities, and because income elasticities of demand for both
imports and exports are sufficiently high (greater than 1) to raise the
share of both in GDP as income levels increase. In addition, for most
countries, in the absence of controls, the income elasticity of imports is
higher than that of exports, so that prosperity generally tends to
degrade the balance of trade. Countries which can afford to run a trade
deficit, or those in which trade is a small portion of GDP, can use
policy instruments to alter their structure of trade (and of production
and consumption) to fit their patterns of income growth. Countries
which do not meet the above criteria (and most developing countries
do not) must adapt their rates of income growth and their structure
of output and employment to fit the supportable trade balance deficits.
To enlarge the supportable deficits it, in fact, a primary function of
foreign assistance.

On balance, it would appear that a higher rate of growth of U.S.
GDP would contribute to the growth of LDC’s by providing export
markets and a world economic climate more conducive to internal
development and economic restructuring. In the process, it would, at
least in the short-to-intermediate term, make more adverse, on the
average, the balance of payments of the non-OPEC LDC’s. This latter
effect, however, is not likely to inhibit LDC growth so long as the
developed world is in & state of economic expansion.

The impact of higher U.S. growth rates on the developed nations
would also be expansionary. In the longer term, the associated stimu-
lation of international trade would incease the degree of world inter-
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dependence and facilitate the transmission of cyclical economic
fluctuations.,

" If increased U.S. growth were to be achieved by increased depend-
ence on oil imports, one result would be a strongly adverse balance of
trade with the OPEC countries, probably large enough to make the
overall U.S. trade balance negative. It would also contribute signifi-
cantly to the already negative balance of trade of the LDC’s through
higher prices for oil. These effects can be reduced if alternative sources
of energy can be developed to support the U.S. growth rate.

Impact or SLower U.S. Growrn oN tuE LDC Poor

One of the most significant features of any slowdown in the rate of
growth of U.S. GDP s the associated general depression of international
trade. In such a situation, the international markets for the products
of LDC enterprise, as well as for other foreign goods, would be cur-
tailed. Further, as suggested in the preceding section, pressures on the
LDC’s to reduce their trade balance deficits would be substantial.
Under these circumstances, the LDC’s generally would be forced to
adopt, as rapidly as possible, an import-substitution policy.

Unfortunately, import substitution, except in foodstuffs, hurts both
growth and distribution. The deterioration in distribution is due to
the fact that nonfood import substitution reduces the relative price
of rural versus urban goods, thus lowering the incomes (both relatively
and absolutely) of the rural poor. Since the rural poor are, in general,
poorer than the urban poor, the resultant change in the rural-urban
terms of trade would degrade the overall distribution of income and
would increase the overall extent of poverty. The worsening of the
agricultural terms of trade for the farmers is due to several processes.
First of all, nonfood import substitution makes urban manufactures
more expensive. Second, by raising manufacturing costs, it leads to
reduced output, lowering the rate of growth of urban incomes and
decreasing the relative rate of urban demand for good. Third, the
reduced manufacturing output decreases the rate of absorption of
would-be rural immigrants into urban employment, thus contributing
to continued pressures on land and to unchanged agricultural output
in the face ofp a lower urban demand growth rate. The end result of
these processes is a drastic deterioration in the agricultural terms of
trade and therefore in income distribution.

If U.S. policy is to encourage economic growth with equity in the
LDC’s, in preference simply to overall LDC economic growth, it is
clear that the U.S. should not participate in economic policies that
are likely to force the LDC’s to import substitution.

Evidence from a number of studies of the impact of development
strategies upon income distribution suggests rather strongly that one
of the most hopeful approaches to growth with equity involves
emphasis on the promotion of labor-intensive exports. This is because
the processes at work in labor-intensive export development are
precisely the opposite of those described above for nonfood import
substitution. One analysis 7 suggests that the reduction in the income
of the poorest 40 percent of households in South Korea between

7 Income Distribution Policy in Developing Countries, I. Adelman and S. Robinson, Stanford Univere
sity Press (in press).
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1968 and 1978 that would result from an import substitution policy
in preference to growth based on labor-intensive exports would be
30 percent, with a 50-percent increase in the number of households
living in poverty.

It is precisely the labor-intensive export-oriented development strat-
egy, unfortunately, that would be virtually precluded in the climate
of (relatively) shrinking world incomes, trade, and aid that would
result from a less rapid growth rate in the industrial countries and the
consequent slower growth of demands for imports. Ironically, it is the
very equity considerations espoused by those who advocate a slow-
down in the rate of economic growth of developed countries which
make it imperative for the United States, OECD, and other indus-
trial nations to pursue a high growth rate strategy. Indeed, the absence
of fast growth in the industrial nations would degrade the distribution
of income not only within developing nations, but between the non-
OPEC developing nations as a group and the developed nations.

Tae Impact oF THE U.S. EcoNoMy oN THE DEVELOPED
NaTioNs

The rate of economic growth in the United States has direct effects
on the industrialized nations similar to those it has on the LDC’s—
it stimulates their exports, leading to more rapid economic growth,
and, at the same time, it raises the cost of fuel. However, the conse-
quent impact of a poorer balance of payments (because of oil imports)
would be less serious for the industrialized nations than for the
LDC'’s, as the former have greater potential for adaptation through
changes in the structure of production. The differences between the
impact on developed countries and on the LDC’s are thus more a
matter of scale than of quality.

In particular, since the developed countries (except for Japan
and Canada) trade much more with each other than with the United
States, they (as a group) have a far larger “internal”’ market than do
the LDC’s. The direct effects of increased U.S. economic growth as
a stimulus to the growth rate of these nations are therefore relatively
small. However, there are two indirect stimulating effects of higher
U.S. growth rates. One of these is the fact that the increased demand
for exports by the LDC’s will be felt (with some lag) not only in the
United States, but throughout the industrialized world, and this will
have a further stimulating effect. Second, since the Second World
War, the general experience is that worldwide economic fluctuations
have tended to start in the United States and spread to the other
industrialized nations, with some timelag. The improved economic
conditions that would thus be anticipated in the industrialized nations
after they perceive a high U.S. rate of growth would serve to stimulate
the economies of the other developed nations.

Japan and Canada, of course, are special cases. Since a large pro-
portion of Japanese trade (35 percent in 1970) and perhaps 60 percent
of Canadian trade is directly with the United States, the direct stimu-
lation of the Japanese and Canadian economies by higher growth rates
in the United States is generally larger than the direct effects for
either the other OECD nations or for the LDC’s. Economic movement
in both economies, therefore, also tend to follow those in the
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U.S. economy, but with smaller timelags than for the rest of the
industrialized world.

_ The second interaction—that of competition for oil—is of particular
importance to relations between the United States and the other
industrialized nations of the world. While there appears to be a glut
of oil today, the projected increase in aggregate demand for oil is
sufficient to create a major shortage in the eighties particularly since
few of the OPEC countries are expected to be able to increase oil
output significantly during that period. Therefore, if no major break-
through is made in the development of alternative energy sources and
if production of oil and gas inside the OECD area does not increase
very substantially, the world oil market of the eighties will most likely
be characterized by more or less persistent tension due to the compe-
tition for the limited oil supply. The single factor of greatest im-
portance to this state of tension is the anticipated rapid growth in
the North America demand for imported oil.

The significance of North America (primarily United States) oil
imports is convincingly demonstrated in a recent extrapolation of
current trends in the world economic system.® If present world energy
consumption trends continue through the eighties a real rate of growth
of 5 percent in all OECD countries would result in North America
(United States) consuming 46 percent of all world oil imports by
1990, even when increased utilization of domestic and nonoil sources
of energy is taken into account. This compares to 33 percent in 1990
at a 3-percent OECD rate of growth, and to 23 percent for 1974.
Part of the increase is due to the fact that, by 1990, other OECD
countries are expected to meet a larger share of their energy consump-
tion needs from domestic sources than they do today, while North
America is expected to move the other way. For example, under the
high growth rate assumption, Japan will supply 37 percent of its
energy consumption needs from internal sources by 1990 (as compared
to 14 percent in 1974) and Western Kurope 54 percent (as compared
to 39 percent), while the United States will change from 88 to 68
percent.” As a result, European countries fear that rapid U.S. growth
without & concomitant successful effort to curtail U.S. dependence on
oil imports will lead to higher oil prices, recurrent shortages of crude
oil, balance-of-payments crises, and, consequently, lower average
rates of economic growth in Europe. Should these fears materialize
(and this is a likely development), they will contribute in a major
way to U.S.-Western Europe political tensions.

Tae Impact oF OraeEr Nations oN THE U.S. Economy

Aside from OPEC, the economic actions of other nations have a
relatively small effect on the U.S. rate of economic growth. This is
because Imports and experts combined, while large in dollar volume,
constitute only about 11 percent of the U.S. GDF; the driving forces
in the U.S. economy are thus predominantly internal. However, the

8 D. Noreng, International Oil Policy Cooperation Issues, Interestsand Alternative Settlements (Couneil
on Foreign Relations, the eighties Project 1976), mimeographed. .

® While North America currently supplies a larger fraction of its energy consumption from domestic sources
than any other OECD area and is expected to continue to do so, total North American energy consumption
is so large that a moderate increase in the percentage of energy that must be met by oil imports has a major
impact on total world oil imports.



growth of international trade over the past several decades and the
anticipated acceleration of the trend toward greater international
trade and interaction have already made the preceding statement
weaker than it would have been 20 years ago, and, by 1990, it is
likely to be weaker still.

A second feature of the world economy that tends to make the
United States more vulnerable to the economic activities of other
nations is symbolized by OPEC. At the present time, the U.S. economy
is sensitive to (but not critically dependent on) OPEC decisions on
oil prices and production, and will be far more so in the future in the
absence of the ability to break the oil cartel, or, alternatively, to
reduce significantly our dependence on imported oil. Should successful
cartels arise for other raw materials critical to the U.S. economy, as
discussed earlier, noticeable and perhaps significant impacts can be
expected on the domestic U.S. economy.

Even more critical for the long-run future of the U.S. econcmy,
however, is the competition with other industrialized nations for
markets. U.S. industry, the most efficient in the world not so long
220, is beginning to be significantly burdened by heavy investment
in obsolescent technology and is also confronted with relatively high
labor costs. As a result, competition for sales of intermediate and
final output goods from foreign industrial nations in both the overseas
and domestic markets has increased significantly in recent years. The
technological dynamism of the Northern European and Japanese
eccnomies, in particular, has increased both in absolute terms and
relative to that of U.S. industry. This is especially noteworthy in the
traditionally capital-intensive sectors of the economy. There is no
reason tc believe that these trends will not continue over the next
decade or so, in the absence of strong policy initiatives to counteract
the slowdown in U.S. industrial modernization.

Much of this slowdown, incidentally, is due less to a lack of eco-
nomic incentives for modernization than to the effects of uncertainty
on the part of investors and large corporations as to the nature, extent,
and en?orcement policies of possible environmental and other regula-
tory constraints that may be imposed in the future. Similarly, uncer-
tainty as to energy pricing policies and conservation incentives puts
a significant damper on investment in modernized facilities of all
types, both for energy/material-saving technologies and for tech-
nologies based on existing practices.

U.S. agriculture, unlike U.S. manufacturing industry, has retained
its competitive edge and, perhaps, will increase it.

The increased competition for markets in the late 1960’s and early
1970’s has taken on a different form from that of the preceding two
decades. In efforts to shelter themselves from competition, the indus-
trialized nations have attempted, more than before, to establish
monopoly positions in the LDC’s (and elsewhere when possible). At
the same time, the emergence of strong multinational corporations,
often established to facilitate foreign exchange transfers (that is, to
circumvent exchange controls) has worked to much the same effect.
In either case, a major result is, de facto, administered rather than
market prices for major segments of LDC economies, and strong
barriers to entry of alternative producers. That is, world markets
have effectively been divided up among the developed nations to reduce
overall competition.
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While an evaluation of the overall impact of multinational corpora-
tions on the United States and world economies is beyond the scope
of this paper (as are recommendations for U.S. policy toward the
multinationals), it should be noted that, at least at present, the major
economic impact of the multinationals on the United States appears
to be a reduction of control over the U.S. balance of payments. There
is also a significant political consequence of the activities of the multi-
national corporations. In effect, they may force the United States into
international commitments (to protect their investments) that have
not been undertaken or approved directly by the U.S. officials responsi-
ble for foreign policy. The major economic impact of the national
division of markets is to reduce the scope for U.S. companies to expand
their overseas operations.

Regardless of the short-run readjustment problems created for the
United States by the increased competition for international markets,
it is not in the long-run interest of the United States to meet increased
competition by increased protectionism. On the assumption that
increased U.S. income and comsumption are our goals, our long-run
interest is best served by allowing the effects of competition to be felt
domestically, and by encouraging domestic industry to respond to the
stimulus of competition by more R. & D., by technological innovation,
and by shifting the structure of production toward outputs in which
we have an inherent or potential competitive advantage. The alterna-
tive response (greater protectionism) is equivalent to pursuing an
import substitution strategy, which 1s as much to the long-run dis-
advantage of the United States as it is to the disadvantage of other
countries pursuing similar strategies. In addition, since protectionism
tends to be matched by reciprocal protectionism, and since our manu-
facturing exports still exceed our imports, we have more to lose than to
gain (in the aggregate) by initiating a protectionist cycle. Import
substitution in the United States would work to the detriment of the
U.S. poor, by raising the prices of durable and nondurable goods.
The aggregate employment effect of import substitution for products
of the industraialized nations is probably negligible, as the labor
composition of imports is more or less similar, on the average, to that
of U.S. exports to the industrial countries. The employment effect
of import substitution vis-a-vis products from LDC’s is also small but
positive for the United States, as it increases the demand for unskilled
labor. :

The impact of foreign competition is clearly far more serious for the.
specific industries involved, such as steel production or shoe manu-
facturing, than it is for U.S. industry as a whole. Nonetheless, because
the overall impact of foreign competition on U.S. poverty is small
‘(because of the small proportion of U.S. output that is directly affected
by the competition), and because an import-substitution policy
would bring retaliation that could injure other industries to & compara-
ble extent, it would be preferable to accept whatever alleviative
measures are necessary to compensate for the detrimental effects of
competition than to move toward protectionism. Further, the effect
of import restrictions on poverty in the already very poor LDC'’s
could be disastrous. Thus, from the point of view of the American
poor, as well as from a moral viewpoint, it would be better to tackle the
problem of U.S. poverty by promoting greater access to jobs for the
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poor and underprivileged in, for example, the service and construction
industries than it would be to move toward protectionism and import
substitution.

In the long run, the conclusion is even stronger, as a climate of
world protectionism leads to technological stagnation and therefore to
higher product costs for everyone. The stimulus of foreign competition,
on the other hand, will force readjustments toward more efficient
industry that will have significant long-term effects on prices and
therefore on the U.S. standard of living.

It should be recognized, however, that, if, in the interest of im-
proving U.S. environmental conditions, the United States should
choose a lower-growth posture, then the argument against pro-
tectionism must rest on the effect such a policy would have on poverty
in the LDC’s. The LCD’s can, of course, be given preferential treat-
ment, but this would raise difficult problems with respect to dis-
tinguishing benefits to LDC’s from benefits to multinational corpora-
tions, and benefits to the LDC poor from benefits to the LDC wealthy.

Poricy Issues PerTINENT TO THE LDC’s

The pursuit of labor-intensive export-oriented growth strategies
among the LDC’s would imply a lowering of trade barriers of all kinds
by the developed nations, particularly the United States, against im-
ports from LDC’s, as it is unrestricted access to markets in the high-
consumption industrialized nations that would permitsuch a strategy
to be successful. In this context, while all barriers are bad, import
quotas in the developed nations would be far more constraining
on LDC flexibility than would tariffs, as the latter can be countered
by direct and indirect export subsidies within the LDC’s. The im-
pact of tariff barriers on the LDC’s then, would be a reduction in
the resources available for domestic programs, which would be
quite serious, but it would still permit the accumulation of foreign
exchange through exports.

A second policy issue relevant to the potential success of export-
oriented growth in the LDC’s relates to the possibility of further OPEC
price increases for oil. If the latter do take place, it would hurt the
LDC’s by (a) consuming foreign exchange, (b) reducing foreign aid
by the developed world because the latter’s trade balance vis-a-vis
OPEC would become more adveise, and (¢) slowing down the de-
veloped world’s growth rate because of the added constraints on
industrialized nation growth imposed by the high energy costs, with
the consequences described earlier. Even direct subsidization of oil
prices by OPEC on sales to the LDC’s would alleviate only the first
of these problems. A policy that would reduce the reliance of industrial
nations upon OPEC oil would aid in this problem by reducing the
pressures for a price rise. Also, a given LDC could, at least in principle,
avoid the problem through development of alternative energy sources.

Another key issue is that of price stabilization for raw materials.
The argument is frequently made in GATT and UNCTAD meetings *°
that stabilization of primary commodity prices is a major prere-
quisite for systematic growth in developing countries. It is argued

10 Export earnings fluctuations and economic development: An analysis of compensatory financing
schemes, T. Morrison and Lorenzo Pesez, AID discussion paper No. 32, 1975.
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(correctly) that fluctuations in import earnings impair the ability of
developing countries to plan and execute intermediate-term develop-
ment programs, thereby slowing down investment and leading to
lower growth in income, employment, and Government revenue.
While, in principle, developing countries could themselves iron out
export earnings fluctuations by accumulating reserves in good years
and carrying them over to lean years, this does not appear practicable
in the real world. However, price stabilization for agricultural exports
and raw materials tends to benefit primarily the rich people in de-
veloping countries "—large farmers, plantation owners, raw material
exporting firms, and, in particular, developed country multinationals.
Because the Governments of many LDC’s are often more nearly
representative of the interests of the LDC rich than of their poor,
there has emerged a de facto coalition and convergence of interest
among developed country multinational corporations and LDC
officials in favor of commodity price stabilization schemes to keep
raw material prices high. The case of oil is a striking example,
supported by the recent calls for commodity price stabilization in
UNCTAD 1V.

An alternative to commodity stabilization that would ease the
plight of LDC’s caught in an adverse commodity market without
hurting significantly their internal income distributions might be to
vary economic aid in such a way that aid plus commodity income 18
stabilized. In any event, commodity price stabilization does not seem
to be the highest priority area of international reform needed to
benefit the world’s poor. Rather, the more useful reforms would be
those which would enable primary producing and semi-industrial
countries to produce and export more labor-intensive manufactures.

In some cases, there may be an alternative to price stabilization by
producer-consumer agreement. Indeed, there is strong sentiment
among raw material exporting countries that they ought to emulate
the example of OPEC and, by cartelization, shift the terms of trade
in their favor. Some attempts to cartelize basic products are bound to
be made as growth in industrial countries resumes, and some may be
successful. To be candidate for cartelization, & commodity must have
the following characteristics: developing countries must hold a
dominant share of the free-world exportable production and reserves;
the output must be sufficiently uniform in quality; and the product
must not be subject to substitution in the near term. A few basic

roducts meet these criteria: bauxite, cotton, manganese, and, to a
esser degree, copper and tungsten. Natural rubber, on the other
hand, is readily substitutable. In natural gas, the LDC’s are dominant
only in terms of reserves. Natural phosphates constitute a special
case, sirice Morocco is the only large producer, aside from Hastern
Europe and the United States, and has, therefore, been able uni-
laterally to raise prices somewhat. Even large changes in the terms of
trade, however, would have only a relatively small aggregate impact
upon the U.S. balance of trade, as only a small fraction of total U.S.
imports is in potentially cartelizable goods. Specific industries, of
course, may be strongly affected.

11 Adelman, Robinson, op. cit.
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STRUCTURAL CHANGE IN THE INTERNATIONAL CLIMATE

There are several features of our international environment, all of
them converging simultaneously, which make reform in the inter-
national system of payments and trade necessary. First, the OPEC-
imposed oil price increases have converted the chronic balance of
payments problem of non-OPEC developing countries into a major
balance of payments crisis. The balance of payments deficits of these
nations have quadrupled in 3 years, because of oil price increases and
world recession superimposed on an already serious debt service
problem. Second, several OECD members have had steady balance
of payments problems, again reinforced and converted to crisis
proportions by OPEC actions, and have been forced into major
devaluations. For these developed countries, it is important to note
the balance of payments crises are due as much to uncertainty in
future oil prices as they are to the oil price increases themselves. The
point serves to dramatize the fact that, generally speaking, OECD
countries (other than the United States) are less able than the United
States to support major price increases in oil, both because trade is a
much larger share of their GDP and because imported oil is, even
after significant substitution and conservation efforts, a much larger
share of their energy requirements. The United States itself is not
“hurting”” to any significant extent. But the prospects of continuing
major crises and imbalances in our world monetary and trade system
are likely to pose significant political problems for us, over and above
the direct problem of OPEC and energy costs. This prospect means
that it is critically important for the United States to participate
in (and even initiate) efforts at reform.

The major reforms needed are:

1. Reforms which give greater flexibility to countries (primarily
LDC’s) with significant balance-of-payments deficits.

An example would be a bank (like the IMF) which takes
national currencies and, by some mechanism (such as issuing
its own obligations), converts soft currencies into hard
currencies up to certain limits.

2. A stronger oil-autonomy program in the United States (the
recommended course), a multinational oil-consumer organization
(with oil purchase quotas and negotiated prices), increased efforts
to break the OQPEC cartel, or some combination of these.

3. Removal of barriers to exports by the LDC’s.

4. Measures to stabilize total resource flows to LDC’s from
both exports and aid.

Because of adverse distributional effects within developing
countries (as discussed earlier), price supports for LDC
commodity exports (a major target for structural reform at
the present time) are less desirable than the negotiation of
case-by-case intermediate-term capital inflow commitments
aimed explicitly at ironing out the combination of raw
material price changes and fluctuations in external aid.

5. Some form of effective international regulation of multi-
national corporations, to the extent possible.

While multinationals are not yet a major problem, their
rate of growth is such that they may rapidly become one.
This problem is currently under discussion within QECD.
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Errects oN INTERNATIONAL RELATIONS

~ "The new interdependence of the world economy through oil, which
is essential to economic growth, will exacerbate Umted States-
Western Europe relationships unless the United States makes more
strenuous efforts at finding alternative sources of energy and at
energy conservation than it has in the recent past. In the absence of
such measures, there may eventually have to emerge an international
consuming-nations combine, which, by rationing oil to member na-
tions, in effect rations their growth and their living standards. While
each nation would still maintain sutonomy in setting its trade and
monetary policy, the imposition of oil import quotas would limit
growth in a way which could not be bypassed by manipulating trade
and monetary policy. To decouple U.S. economic growth from such
rationing, an effective energy policy would be necessary that would
combine ncentives for alternative energy sources with the encourage-
ment of energy-conserving investments for decreasing the growth of
demand. The U.S. public is not ready to sacrifice national economic
sovereignty nor is it presently prepared to accept rationing of ol to
consumers. The public would accept voluntary curbs, if the national
leadership were to create the appropriate climate of urgency, and, in
that event, the public would respond to economic inventives for
conserving energy. However, energy-price incentives alone are in-
sufficient, since the demand for energy is price-inelastic. A national
energy conservation effort is also required to reduce the U.S. demand
for imported oil in the intermediate term. Without a successful effort
to ease U.S. pressures on the world’s oil supplies, serious tensions will
arise within the Western alliance and between the United States and
the LDC’s which will greatly inhibit U.S. international policy. The
Government must face up to the fact that economic interdependence
generated by competition for oil imports will seriously constrain its
economic options in the future and strongly affect the national and
international political climate. Over the next decade, the only way
to decouple, to some extent, our economic policy from that of other
nations is to engage in a much more vigorous program of energy
conservation and oil substitution from domestic sources (such as coal).
Otherwise, after some international tension and uncertainty, we will
be faced with the need to agree to an international rationing of im-
ported oil, through a consumer combine, which will seriously constrain
our economic autonomy.
CoNcLusIoN

Morality in a world which contains poor nations as well as rich
ones requires that the better off developed nations pursue strategies
designed to raise the standard of living of the poor, particularly the
poor of developing nations.

The argument that the industrial countries should restrain their
economic growth rates and consume less of the world’s resources in
order to provide more for the developing nations is invalid. The
major limitation on consumption in developing nations is not in
overall supply—it is primarily in purchasing power. If we curtail
our growth and consumption, this will reduce, rather than increase
the purchasing power of the developing nations, and hence, it will



15

inhibit their ability to consume. In the short- to medium-run, curtail-
ment of growth by the United States will merely increase the ability
of other developed nations to grow faster. It will hurt, rather than
help, the world’s poor. With respect to the international environment
it is recommended that the United States work for: (1) A high-growth
strategy in the industrial world; (2) trade liberalization toward
LDC’s; (3) movement tcward energy autonomy in the developed
world, especially in the United States; (4) a more flexible international
payments arrangement for both LDC’s and the industrialized nations;
and (5) increased foreign aid to the LDC’s}



U.S. GROWTH POLICY AND THE INTERNATIONAL
ECONOMY

By Dennis C. Pirages*

SuMMARY

The international context of U.S. growth policy is explored in this
paper. Growth in the United States both affects and is affected by
activities of major trade partners. This paper addresses several inter-
national political and economic issues including:

(1) Comparative dependence of the United States and other
industrial countries on foreign sources of raw materials.

(2) The extent to which growth in the United States can be
reduced by future actions of exporters of basic commodities.

(3) Implications of slowed U.S. growth for the economies of
major trading partners.

At the present time dramatic changes are taking place in the inter-
national economy. The emergence of nearly 80 new independent
nations since World War II, many of which have limited prospects
for industrial growth, has resulted in demands for a new international
economic order. Natural resources are now an instrument in political-
economic warfare or “‘ecopolitics’” waged between the less developed
countries and the industrial world. Very serious questions are being
raised about the adequacy of global reserves of fuels and minerals
to sustain future industrial growth. The geographic location of
remaining rich deposits of certain minerals raises questions of a
strategic and policital nature. Because of a long history of heavy con-
sumption of raw materials and a limited initial endowment, many
industrial countries have become vulnerable to cartel-like actions by
groups of natural resource exporters.

The United States is one of the world’s most economically developed
countries and is therefore a target for rhetorical attacks by proponents
of a new international economic order. Because of a history of natural
resource abundance the United States has developed an economy
that does not use natural resources in 8 particularly efficient manner.
Per capita energy consumption in the U.S. is nearly twice as high as
in many other highly industrialized nations and the 6 percent of the
world’s population that lives in the United States now consumes about
30 percent of the world’s annual output of critical minerals. Compared
with Japan and Western European industrial nations, however, the
United States is relatively resource self-sufficient at the present time.
Most past U.S. growth has been sustained by domestic natural re-
sources. There are serious questions concerming the ability of the

*Associate professor of government and politics, University of Maryland. I wish to thank William Greene,
Lewell Gunter, Marjorie Cox, and Leesa Weiss for their valuable assistance in writing this paper.
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United States to sustain future resource-intensive industrial growth
from domestic natural resources.

For at least the next decade growth of the U.S. economy will not
be impaired severely by any actions of exporters of raw materials.
New cartels are not likely to be successful in nonfuel mineral markets.
Nor would price increases for minerals such as copper, lead, iron or
the ferroalloys make an impact on the U.S. economy even remotely
akin to that produced by quadrupled petroleum prices. In the next
decade retaining access to secure sources of petroleum and natural
gas will be the chief dependency problem for the United States.
Given likely future geopolitical developments, however, growing in-
security of raw material supplies can be expected beyond the 1980’s.

Should growth in U.S. consumption of raw materials slow on ac-
count of structural factors or by deliberate design efforts, very few
major trading partners would be severely impacted. Trade with de-
veloped trading partners such as Canada, Japan, and Mexico would
not be diminished. Among the specialized less developed trading
partners, only Venezuela, Trinidad, Peru, Jamaica, and Haiti, ex-
porters of fuels and minerals, would find future growth in exports
somewhat diminished. Other specialized trading partners export
agricultural commodities to the United States and these markets are
more likely to be affected by specific tariffs and quotas than by any
general change in growth policy. An absolute decline in consumption
or negative growth, however, could have a more serious impact on
all trading partners.

The United States has been relatively isolated from the economic
provocations of other countries by virtue of a generous endowment
of natural resources. But there are increasing signs that the United States
is at an important turning point in natural resource and growth policy.
Empirical studies indicate that the general level of dependence on
foreign mineral exports is growing rapidly. Because of great uncer-
tainty regarding the intentions of less developed countries acting
within a new international economic order, it is desirable that the
U.S. pursue a policy of limited natural resource autarky. This requires
careful government monitoring of changing mineral dependency
patterns (particularly in energy-related markets), maintenance of
adequate stockpiles, and a national economic policy stressing efficiency
and incentives for growth in industries that do not depend heavily on
throughput of nonrenewable resources. The costs of these suggested
policies, both domestically and internationally, would be very low
while the tangible economic and intangible ideological benefits of
limited resource consumption in an unstable future economic order
would be very great.

This paper focuses on the relationship among economic growth in
the United States, international trade, and the economic welfare of
principal U.S. trade partners. The United States is embedded in an
increasingly economically interdependent network of naticn-states.
Growth policies made in the United States have important implica-
tions for other countries in this network. The more dependent any
country is on U.S. trade the more important these implications.
Similarly, economic actions taken by other nations can have a signifi-
cant impact on economic welfare in the United States.



18

Growth policy s one of the most critical areas where concerns
of nation-states, both industrial and less developed, cverlap. In the
international division of labor that has evolved over the last century
the economic health of the international community of nations has
been considered to be promoted by the economic growth of all of its
members. The United States is now the most powerful actor in this
world economy. Six percent of the world’s pepulation living in the
United States consumes approximately 30 percent of the world’s
annual production of fuels and nonfuel mineral resources. The United
States now exports approximately $100 billion worth of goods into
the international economy and imports a similar quantity of goods each
year. This $200 billicn worth of merchandise trade amounts to approxi-
mately 11 percent of all world imports and exports.

In the present division of labor in international trade some two dozen
industrialized countries export mainly chemicals, manufactured goods,
and machinery while they import agricultural commodities, crude
materials, and mineral fuels. Typically, more than 70 percent of their
trade by value is with other industrial countries. The world’s less
developed countries export mainly fcod and raw materials and usually
are dependent upcn only two or three basic commodities for their
export earnings. Their imports consist largely of manufactured goods,
machinery, and transport equipment. .

There are significant exceptions within this international division
of labor. The United States is an industrial country but makes a con-
siderable portion of its export revenue from the export of agricultural
commodities. The Soviet Union earns revenue from the export of
petroleum, natural gas, and nonfuel minerals. .

Japan is an industrial country that is highly dependent upon im-
ported raw materials. Japan now imports more than 90 percent of
fuels and nonfuel minerals consumed domestically as well as signifi-
cant quantities of food. Most Western European countries are similarly
typical in their dependence upon imports of fuels, nonfuel minerals,
and selected agricultural commodities.

At the present time there is great uncertainty about the future of the
established international trade system. The econcmic health of in-
dustrial countries is threatened by a large group of less developed
countries which is calling for establishment of a new international
economic order. They accuse the United States of being an overde-
veloped country.! They argue that the world has only a small remain-
ing supply of fossil fuels and essential nonfuel minerals that represent
the building blocks of industrial civilization. The United States and
Western Europe, the argument goes, have rapidly consumed their
domestic reserves of these materials in building their industries and
now depend on the less developed nations to supply them with natural
resources. In spite of increasing dependence on the less developed
world these countries continue to increase consumption, thereby
shortening supplies and increasing prices. The argument concludes
that such growth policies are now shutting off growth possibilities
for less developed countries. By the time these less developed countries

1 See, for example, Ehrlich, P., and Ehrlich, A., ‘““The End of Affluence,” New York, Ballentine, 1974;
Pirages, D., and Ehrlich, P., “Ark II, ”’New York, Viking, 1974; Mesarovic, M., and Pestel, E., “Mankind
at the Turning Point,”” New York, Dutton, 1974.
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are ready to consume large quantities of fuels and minerals there will
be nothing left.?

These arguments are also given a political-economic twist. Spokes-
men for less developed countries argue that deteriorating terms of
trade between industrial and less developed countries exacerbate this
problem. Between World War II and 1971 the prices of manufactured
products rose more rapidly than the prices of crude materials expcrted
by less developed countries.

This relationship reversed itself between 1971 and 1974 due to rapid
global expansion of industrial production and trade. But in 1975-76
global economic stagnation and negative growth drove down prices of
raw material exports once again.? Furthermore, the industrial countries
export a wide variety of products while many less developed countries
are dependent upon only two or three principle exports. The vulner-
ability of the economies of less developed countries to shifts in the
international economy is very great. In short, the argument goes, the
industrial countries hold all of the cards in the present international
division of labor, and it is now impossible for many of the less developed
countries to begin to catch up with the industrial world unless there is a
dramatic transformation of the international economy.

Leaders of less developed countries would like to be able to emulate
the OPEC cartel and enter into other effective agreements governing
a wide variety of basic commodities. If they could succeed in thus
changing the structure of international trade there would be serious
repercussions on growth policy in the industrial countries, including
the United States. It is therefore important to assess correctly the
potential for cartelization of other raw material markets, to understand
the relationships between exporters of basic commodities and industrial
countries, and to analyze the compartaive impact of the New Inter-
national Economic Order institutions on the United States and other
industrial countries.

U.S. TRADE IN PERSPECTIVE

The size and scope of U.S. economic activity makes it a vulnerable
target for critics of the present international economic order. By
virtue of being the largest of the world’s economies and headquarters
for a great number of multinational corporations the United States is
frequently attacked by political leaders of less developed countries
who are dissatisfied with the present distribution of international
wealth and income. The United States at present consumes nearly
30 percent of the world’s annual production of fuels and nonfuel
mineral resources and is vulnerable to charges that profligate consump-
tion by Americans is at least partially responsible for many of the
world’s current economic ills  and impending resource problems.*
But U.S. industry has developed in an atmosphere of both global and
domestic natural resource abundance. As late as 1951, minerals, crude

2 A compendium of Third World points of view is found in Erb, G., and Kallab, V., “Beyond Depend-
ency,” Washington, Overseas Development Council, 1975.

3 For a complete record of these relationships since 1954, see “‘Handbook of International Trade and De-
velopment Statistics 1976, New York, United Nations, 1976, pp. 56-57.

4 The percentage of world production of each major fuel and nonfuel mineral consumed by the United
States varies considerably. The United States now consumes about 30 percent of annual world petroleum
production, over one-half of world production of natural gas, and more than one-third of aluminum pro-
duction. See Park, Charles F., Jr., “Earthbound,” San Francisco, Freeman Cooper and Co., 1975, ch. 1.
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materials, and agricultural commodities composed 40 percent of
U.S. export earnings.

There is much emotion and scant empirical evidence behind such
charges from leaders of less developed countries. Both historical and
contemporary empirical data show the United States to be an atypical
industrial country in its international trade patterns. The United
States has supported industrial growth historically largely with
domestic natural resources while many other industrial nations have
been much more dependent on external supplies. Whether this can
continue into the future remains an empirically researchable question.

Table I outlines the contemporary U.S. export contributions to
the international economy. With the exception of food exports,
which fluctuate from year to year in relation to the size of agricultural
harvests in other countries, there have been only very small changes
in this pattern. The main strength in exports is in the machinery and
transport equipment category, which accounted for 43 percent of
U.S. earnings mn 1975. Aircraft exports are a significant component
accounting for 6 percent of all exports. The United States is an
atypical industrial country in that food, fuels, and crude materials
still make up nearly 30 percent of all export earnings.

A profile of U.S. imports is provided by table II. While machinery
and transport equipment also makes up the largest percentage of
U.S. imports, there is a significant net export balance in this category.
Fuels made up only 12 percent of imports in 1973, but rising petroleum
prices combined with a sharp jump in imports increased fuel imports
to 27 percent of all imports in 1975. In 1974, 3.5 million barrels of
crude oil were being imported daily. This figure jumped to 4.1 million

TABLE 1.—U.S. EXPORT EARNINGS

1975 1974 1973

Percent Percent Percent
Value of Value of Value of
(million)  exports (million)  exports (million) exports
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8384 12
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Manufactured fertilizer: @7y ...
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Manufactured goods. ... 7,161 10

(/1] S, () 1:) R,
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Nonferrous metals 1,057) e

Machinery and transport eq , 842 A0
Mach r{ (17,130) ...
Transport eq (10,712). ...

otor ve (5,998) .....o._
ircraft. R @128y ... ...

Miscellaneous manufactured a -- 5, 672 5,350 6 , 951
Scientific equipment.. ... .......... €2,539) e ... [€25:) 1) J— 1,708y oeae..

her. .- - , 106 4 5 § 4
Total. oot 106,157 ... 87,143 .. ... 70,223 ooceeeenes

Source: “‘U.S. Exports: World Area by Commodity Groupings' 1973, 1974, and 1975; U.S. Department of Commerce,
Bureau of the Census.
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TABLE 11.—CHIEF U.S. IMPORTS

1975 1974 1973

Value Percentof  Value Percentof  Value Percent of
(million) imports (million) imports (miltion) imports

FOOU - e e e e mmccemmee $8, 508 9 39,380 9  $7,98 12
Beverages, tobacco. 1,419 1 1,321 1 1,213 2
Crude materials....._ 6 , 915 6 4,988 7
.......... (1,105) . __._____ (1,522)
__________ 1,838) ... (1,29D).___
27 5, 350 25 81
(24,766) o ._....- (24,210)_____.__.. (7,548).._.
5 3,990 2,437
Manufactured goods , 15 18,046 18 13,198
aper. ... (1,664) ... §l, [-5) ) T, (1,457)
Textiles -~ (1,234) 1,629) (1,568).- -
N tal minerals - (1,638 ... (,781) ... (1,753).- -
Ironandsteet___________..._. A, 54, [:1) T (5,405) o cee. 3,009) e
Machinery and transport equipment. [, 4,245 25 , 71 24 0,970
Machinery - ———— - (11,998) . ... (11,862)__________ (9,909)

. Transport equipment eee (12,287 ... (12,851) e (11, 060)
Miscellaneous manufactured articles -....oc...._. 9,264 10 , 461 9 8,184
Other_._...__ 3,079 3 2,796 3 2,044

Total_ 96,940 oo 100,972 ..o 69,121 oo

Source: “U.S. General Imports: World Area by Commodity Groupings’* 1973, 1974, and 1975; U.S, Department of Com-
merce, Bureau of the Census.

barrels per day in 1975 and reached 5.6 million barrels of crude
petroleum per day plus 2.2 million barrels of refined products in
1976.5 The United States also imports significantly more manufactured
goods, such as paper, textiles, and processed materials, than it
exports.

The U.S. trade pattern differs significantly from those of other
Western industrial countries. Table III breaks down exports from
five major industrial countries into three categories; agricultural
products, crude materials, and minerals and manufactured goods.®
Japan, West Germany, and Great Britain export manufactured goods
almost exclusively. Agricultural production in all three countries is
inadequate to meet domestic demand. In 1973, both Japan and West
Germany imported more than $8 billion worth of agricultural com-
modities.’ 11pthree countries are also deficient in fuels and minerals.

TABLE 11.—EXPORTS BY CATEGORY'!

Crude mate-

rialsand  Manufactured

Agricultural minerals goods

United States._ R R, 19 14 64
West Germany.._. ... e 5 5 89
Great Britain. . - 7 6 84
Canada. oo e 13 33 54
Japan___..._. - —— 2 2 95

1Data for 1973 in percent. There has been little change in these percentages since 1973,
Source: Data derived from World Trade Annual, 1974, New York, the United Nations, 1975.

s “Economic Recovery Spurs Oil Demand Rise,” World Oil, Feb. 15, 1976.

¢ The Standard International Trade Classification (S.1.T.C.) divides exports of goods into nine categories,
In this study categories 0, 1, and 4, (food, beverages, and animal and vegetable oils) are called agricultural
products, categories 2 and 3 (crude materials and minerals fuels) are called crude materials, and categories
5,6, 7, and 8 (chemicals, manufactured goods, machinery and transport, and miscellaneous goods) are called
manufactured goods. These nine categories have been aggregated to form the three categories in table III
and in the tables which follow.

7 This amounted to $79 per capita in Japan and $133 per capita in West Germany.
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In 1974, Japan produced less than 10 percent of the energy consumed
domestic